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The telecommunication industry is one of the pillar industries which are strategic, 
basic and pilot in the national economy. Moreover, it shows strong natural monopoly 
in the development process, so regulation of this industry is always the focus of social 
attention at home and abroad. In China's telecommunication industry, license is 
introduced to the market access system, which leads to the formation of a 
monopolistic market. Chinese telecom enterprises make higher monopoly profit but 
lower production efficiency than foreign counterparts. For this reason, advanced 
experience (price-cap regulation system) from developed countries is introduced to 
China. The price-cap regulation system is designed to stimulate enterprises to reduce 
costs, improve productivity, promote competition in the telecommunication market, 
and at last to form a reasonable price, improve social welfare, but the effect is not 
satisfied in China. Based on the changes in the regulation system of China’s 
telecommunication industry, this article uses methods of mathematical economics and 
econometrics to construct a price-cap regulation model which is suitable to our 
country and calculate growth rate of total factor productivity (TFP) and price-cap 
index of China’s telecommunication industry. Then we analyze the problems existing 
in the implementation of price-cap regulation. Finally, some suggestions and 
recommendations are proposed for promoting and improving the telecommunications 
industry.  
The main contents of this paper are as follows: in chapter 1, We introduce the 
research background, ideas, contents and methods used in this paper, and research 
purposes, practical significance is given too; changes of regulation system in 
telecommunications industry is discussed in chapter 2; Chapter 3 is the comparison of 
the price-cap regulation and traditional rate-of-return regulation, and their impacts on 
China’s telecommunication industry development is discussed from the perspective of 
qualitative analysis; the advanced experience of developed countries is introduced in 
Chapter 4; in chapter 5 and chapter 6,  we construct price-cap regulation model 
which is suitable to China’s national conditions and calculate China’s 
telecommunication industry X-efficiency factor and price-cap index respectively, and 
we also use econometric methods to verify the effects of the implementation of 
price-cap regulation in China’s telecommunication industry; the conclusions are in 
Chapter 7, as well as some suggestions and recommendations proposed for the 
promotion of China’s telecommunication industry development.  
Both theory and empirical results show that price-cap regulation system can 
effectively reduce the level of telecommunication charges and it is good for the 
development of the telecommunications industry, so the implementation of price-cap 
regulation is “Pareto” improvement to the society in China. Meanwhile, the results 
show that the existing price index is not tight, and the incentive effects to the 
enterprises are not obvious. In this case, price-cap regulation does not fully play its 
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improved in the future. 
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